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OATH OR AFFIRMATION

I, Eileen M. Quint , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
VSR Financial Services, Inc.

, a8
of June 30 ,20 OB are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

LISA D. BROWN 4 W

L=

Notary Public - State of Kansas Signature
My Appt. Expires 5301\

Chief Financial Qfficer
Title

Notary Public

Tl'us report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capltal

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Qath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

{n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

{X] (0} Independent Auditors' Report on Internal Control required by SEC Rule 17a-5

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5¢e)(3).
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INDEPENDENT AUDITORS®' REPORT

Board of Directors :
VSR Financial Services, Inc.

We have audited the accompanying statements of financial condition of
VSR FINANCIAL SERVICES, INC.

as of June 30, 2008 and 2007 that you are filing pursuant to rule 17a-5 under the Securities Exchange
Act of 1934. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amount and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. ’

In our opinion, the financial statements referred to above present fairly, in ail material respects, the
financial position of VSR Financial Services, Inc., as of June 30, 2008 and 2007 in conformity with
accounting principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the statements of financial condition,
The information contained in Schedules |, iI, and Il is presented for purposes of additional analysis and
is not a required part of the statements of financial condition, but is supplementary information required
by rule 17a-5 under the Securities and Exchange Agf ¢f 1934. Such information has been subjected to
the auditing procedures applied in the audits of the gtatements of financial condition and, in our opinion,
is fairly stated in ali material respects in relation 1o tié statements of financial condition.

i [t . Y —

CERTIFIED PUBLIC ACCOUNTANTS

Westwood, Kansas
August 7, 2008

1901 West 47th Place ¢ Suite204 » Westwood, KS » 66205 ¢ (913)432-2727 » Fax (913)432-2967 o E-Mail (name) @ mhkepas.com



VSR FINANCIAL SERVICES, INC.
STATEMENTS OF FINANCIAL CONDITION
AS OF JUNE 30, 2008 AND 2007

ASSETS

Cash

Restricted Cash for Customer Refunds
Receivable from Brokers and Dealers
Marketable Securities, at fair value

Securities Not Readily Marketable, at fair value
Prepaid Income Taxes

QOther Assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY

LIABILITIES
Commissions Payable
Accounts Payable
Accrued Customer Refunds

TOTAL LIABILITIES

STOCKHOLDER'S EQUITY

Paid in Capital
Common stock, par value $.001, authorized
10,000,000 shares, 1,309,110 shares issued,
798,510 shares outstanding
{excluding treasury stock below)
Additional Paid in Capital

Retained Earnings

Less: Treasury Stock, at cost, 510,600 shares
TOTAL STOCKHOLDER'S EQUITY

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

2008 2007

$ 1,583772 $ 2,730,853

28,087 28,094
2,726,906 2,472,820
962,167 866,256
338,643 338,643
302,582 224,417
322,031 294,937

$ 6,264,188 § 6,956,020

$ 2342316 § 2,360,801

237,425 174.773
28 094 28,094

' 2,607,835 2,563,668
1,300 1,309
602,881 602,881
604,190 604 190
4,202,151 4,938,150
2,506,341 5,542,340

(1,149,988)  (1,149,988)

3,656,353 4,392,352

$ 6,264,188 $ 6,956,020

The accompanying notes are an infegral part of these financial statements.
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VSR FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

VSR Financial Services, Inc. ["Financial” and "Company"} is a fully-disclosed, full-service securities
broker/dealer and investment advisory services firm founded in 1985. Financial operates through its network
of approximately 256 independent representatives and registered advisory agents in 38 states who serve
approximately 60,000 clients throughout North America. Itis licensed in all 50 states of the USA, and is a
member in good standing of the Financial Industry Regulatory Authority [FINRA] which was formerly known
as the National Association of Securities Dealers [NASD]. All general securities accounts are insured by the
Securities Investor Protection Corporation [SIPC].

Financial is a wholly-owned subsidiary of VSR Group, Inc. ["Group"]; the accounts of Group are not
presented or otherwise included in these financial statements. Financial files consolidated corporation
income tax retums with Group.

Use of Estimates

The process of preparing financial statements in conformity with generally accepted accounting principles
requires the use of estimates and assumptions regarding cerlain types of assets, liabilities, revenues, and
expenses. Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results may differ from estimated arnounts.

Revenue and Expense Recognition

Revenue and expenses in connection with securities transactions are recorded on a trade-date basis.
Advisory fee income is recognized upon completion of services rendered; since the Company does not
extend credit to its advisory service clients, payment is received at the time of completion in most cases.
Asset management fee income is recognized on the accrual basis in the period when eamed.

Cash

Cash consists of demand deposit checking accounts and cash on hand, specifically excluding bank
certificates of deposit with original maturities in excess of 90 days, and also excluding restricted cash

that has been segregated into a special reserve bank account for the benefit of the Company's customers
under Rule 15¢3-3(k)(2)(i) of the Securilies and Exchange Commission. From time to time, the Company
maintains cash balances with financial institutions in excess of the Federal Depositor insurance Corporation
(FDIC) limit of $100,000 per financial institution. The Company has suffered no loss as a result of this risk.

Marketable Securities

Marketable securities investments consist of bank certificates of deposit with original maturities of 12
months that are classified as debt securities held to maturity, and also preferred stocks, common stocks,
options and mutual funds which are classified as equity securities available-for-sale. All marketable
securities are carried at fair value; for debt securities, fair value approximates cost.

Securities Not Readily Marketable

Securities not readily marketable consist of limited interests in limited partnerships and stock warrants,
and are stated at fair value equal to cost that does not exceed estimated net realizable value.



VSR FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE B - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule 15¢3-1),
which requires (1) maintenance of minimum net capital, and (2} that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15to 1; and the rule of "applicable” exchange also provides that
equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed

10 to 1. Net capital requirements at June 30, 2008 and 2007 are summarized as follows:

Net Capital

Aggregate Indebiedness

Minimum Net Capital Required (as computed)
Minimum Dollar Net Capital Required

Net Capital Requirement

Excess Net Capital at 1500%

Excess Net Capital at 1000%

Net Capital Ratio

2008 2007
$2,237,970 $3,051,697
2,607,835 2,563,668
173,855 170,911
250,000 250,000
250,000 250,000
1,987,970 2,801,697
1,977,187 2,795,330

1.17 to1 0.84 to1

The Company is exempt from the cash reserve requirements and remaining provisions of Rule 15¢3-3 of the
Securities and Exchange Commission as it operates under the limitations of paragraph (k){2){ii) of Rule
15c3-3. The requirements of paragraph (k){2)(ii) provide that the Company clear all transactions with and for
customers on a fully-disclosed basis with a clearing broker/dealer and promptly transmit all customer funds

and securities to the clearing broker/dealer.

NOTE C - MARKETABLE SECURITIES

As of June 30, 2008 and 2007 marketable securities consisted of the following:

2008 2007
Fair Value Cost Fair Value Cost
Equity Securities Available for Sale :
Common stocks and options $ 80,810 $ 65,917 $ 81,441 $ 65,917
Preferred stock 72,752 87,685 86,751 87,695
Mutual funds 315,469 325,613 334,397 311,510
Total Equity Securities Available for Sale 469,031 479,225 502,589 465,122
Debt Securities Held to Maturity
Certificates of deposit 493,136 493,136 363,667 363,667
TOTAL MARKETABLE SECURITIES $ 962,167 $ 972,361 $ 866,256 $ 828,789

For the fiscal years ended June 30, 2008 and 2007, unrealized gains/(losses) were ($10,194) and $37,467,

respectively.

NOTE D - RECEIVABLE FROM BROKERS AND DEALERS

As of June 30, 2008 and 2007, receivable from brokers and dealers is summarized as follows:

First Clearing Corporation
Other brokers and dealers

2008

2007
$ 913,540 $ 790,432
1,813,366 1,682,388
$ 2,726,906 $ 2,472,820




VSR FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE E - OPERATING LEASES

The Company leases office space and office equipment under the terms of month-to-month operating leases
with related parties disclosed in Note F.

Following is a summary of rental expense under all operating leases:

2008 2007
Related party (see Note F) $ 302800 $ 327422
Other 6,924 19,351

$ 309524 $§ 346,773

NOTE F - RELATED PARTY TRANSACTIONS

The Company leases office space, as disclosed in Note E, from its parent company, VSR Group Inc. The
Company also leases office equipment and purchases consulting services from VSR Group, Inc. Following is
a summary of transactions and balances with related parties (other than operating leases) for the fiscal years
ended June 30, 2008 and 2007,

2008 2007

Consuiting fees & equipment leases $ 650000 § 501,000

NOTE G - INCOME TAXES

Faor the years ended June 30, 2008 and 2007, income taxes paid were $1,055,000 and $1,885,000, respectively.

NOTE H - CONTINGENCIES

In the ordinary course of business, the Company becomes party to claims from time to time, most of which
relate to sales of securities by representatives of the Company. As of June 30, 2008 and 2007, the Company
was party to several such claims; management holds that its positions in each of these matters is meritorious,
that it intends to defend its position vigorously, and that it anticipates favorable results. At this time it is not
possible to predict the extent of the Company's liability, if any.

NOTE | - DEFINED CONTRIBUTION RETIREMENT PLAN

The Company sponsors a defined contribution 401 (k) retirement plan covering all employees age 21 with 1
year of service. Company contributions are discretionary; current policy provides for Company matching
contributions equal to 100% of the amount of employee contributions, limited to a total of 6.0% of each
participant's compensation. The amounts of retirement contributions expense were $259,968 and $259,717
for fiscal years ended June 30, 2008 and 2007, respectively.
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VSR FINANCIAL SERVICES, INC.
SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER

RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30, 2008 AND 2007

NET CAPITAL
Total Stockholder's Equity

Deductions and/or charges:
A. Nonallowable assets
Securities not readily marketable
Commissions and other receivables
Other assets
Other deductions and charges

Net Capital Before Haircuts on Securities Positions

Haircuts on securities (computed, where applicable,
pursuant {o rule 15¢3-1(f))
A. Certificates of deposit and preferred stock

Net Capital

AGGREGATE INDEBTEDNESS
Items Included in Statements of Financial Condition
Commissions Payable
Accounts Payable
Total Aggregate Indebtedness

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Net Capital Required

Excess Netl Capital at 1500%
Excess Net Capital at 1000%

Ratio: Aggregate Indebtedness to Net Capital

RECONCILIATION WITH COMPANY'S COMPUTATION
(included in Part Il of Form X-17A-5
as of June 30, 2008 and 2007)

Net Capital, as reported in
Company's unaudited FOCUS report
Net Capital, as computed above

2008

$ 3,656,353

338,643
309,279
624,663

48,585

1,321,170

2,335,183

97,213

$ 2,237,870

$ 2,342,316
265,519

$ 2,607,835

$ 250,000

$ 1,087,970
$ 1,977,187

1.17

b 2,237,970

i
~$ 2,237,970

to 1

2007

338,643
313,043
519,404

48,651

3,172,611

120,914

53051667

$ 2,360,801
202,867

$ 2,563,668

$ 250,000

$ 2,801,697
$ 2,795,330

0.84

$ 3,051,697

$ 3,051,697

84,302,352

1,219,741

to1
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VSR FINANCIAL SERVICES, INC,

SCHEDULE Hl - COMPUTATION FOR

DETERMINATION OF RESERVE REQUIREMENTS UNDER

RULE 15c3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007 '

The Company operated under the exemptive provisions of paragraph (k)(2)(ii) of Securities and Exchange
Commission Rule 15¢3-3 throughout the years ended June 30, 2008 and 2007.




VSR FINANCIAL SERVICES, INC.

SCHEDULE ill - INFORMATION RELATING TO

POSSESSION OR CONTROL REQUIREMENT UNDER

RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

The Company has complied with the exemptive requirements of Rule 15¢3-3 of the Securities and Exchange

Commission and did not maintain possession or control of any customer funds or securities as of June 30,
2008 and 2007.
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INDEPENDENT AUDITORS' REPORT ON
INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors
VSR Financial Services, Inc.

In planning and performing our audits of the financial statements of VSR Financial Services, Inc., as of
and for the years ended June 30, 2008 and 2007, in accordance with auditing standards generally
accepted in the United States of America, we considered the Company's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company's internal control.

Also, as required by rule 17a-5{g)}(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by VSR Financial Services, Inc., including consideration
of control activities for safeguarding securities. This study included tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the Company in any of the
following:

1. Makiﬁg quarterly securities examinations, counts, verifications, and comparisons and recordation
of differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the praclices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are
executed in accordance with management's authorization and recorded propery to permit the
preparation of financial staterents in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is
more than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelthood that material misstatement of the financial statements will not be
prevented or detected by the enlity's inlemal control.

Our consideration of intemal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securilies that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures,
as described in the second paragraph of this report, were adequate at June 30, 2008 and 2007, to meet
the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the New York Stock Exchange, and other regulatory agencies which rely on Rule 17a-5(g) under
the Securities Exchange Act of 1934 in their regylation of registered brokers and dealers, and is not
intended to be and should not be used by anyone gther than these specified parties.

J,L}ﬂ,m Qr . Qty'
CERTIFIED PUBLIC ACCOUNTANTS

Westwood, Kansas
August 7, 2008
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